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KEY ECONOMIC INDICATORS 
(in millions of U.S. dollars unless noted) 


Fiscal Year Ending March 31 1987 1988 1989 1990 
Projections 
Domestic Economy 
Population (millions) 3.32 gue 3.36 i 
Population growth (%) 0.9 0.8 0.3 0.5 
GDP in current dollars 28385 36806 40981 41865 
Per capita GDP, current dollars 8550 10987 12196 12386 
GDP in local currency (1983=100) 34735 34666 34354 34904 
% change Lad -§.2 ee i.6 
Consumer price index 
% change 18.3 


Production and Employment 
Labor force (1,000s) 


Unemployment (average % annual) 
Industrial production 

index (1977=100) 
Govn’t deficit as % of GDP 


Balance of Payments 
Exports (F.0O.B.) 7854 8982 
Imports (F.O.B.) 6927 7186 
Trade balance 929 1796 
Current account balance -1453 ~Sa9 
Foreign debt: total 20668 17006 
Foreign debt: (official) 11968 9940 
Foreign debt: (private) 4919 3473 
Foreign debt: (central govn’t) 3781 3593 
Foreign debt interest payments as 

% of goods and services exports 9.0 to 
Foreign exchange reserves 3459.0 2 . 2994.0 
Average exchange rate 

for year (X = US$1.00) 1.62 1.67 


U.S.- New Zealand Trade 
U.S. exports to New Zealand 

(year ending 6/30) (F.A.S.) 930.0 1054.3 1210.8 13577 «2 
U.S. imports from New Zealand 

(year ending 6/30) (F.O.B.) 1056.6 1138..2 1266.7 1197.6 
Trade balance (year ending 6/30) -126.6 -83.9 -55.9 179.6 
U.S. share of NZ exports (%) 16.3 14.7 i3<3 15.9 
U.S. share of NZ imports (%) 16.1 16.0 16.6 16.0 


Principal U.S. exports (1988): Industrial machinery, electrical equipment 
and appliances, aircraft plastics, chemicals 


Principal U.S. imports (1988): beef, veal, wool, lamb, fish, fruit dairy 
products 


Sources: Department of Statistics, Reserve Bank, Bank of New Zealand, 
Embassy projections. 





SUMMARY 


The New Zealand economy continued to contract in fiscal year 1988/89, 
which ended March 31, 1989. Real gross domestic product fell nearly 1 
percent as output in the major sectors such as agriculture, 
manufacturing, and construction all declined. Consumption and 
investment also fell in real terms. 


The consumption decline occurred despite a boost to real disposable 
income resulting largely from lower inflation. The annual consumer 
price index fell to 4 percent during the 1988/89 period, compared with 
9 percent the previous year. Prices, however, are expected to rise 
over the coming months due to higher costs for imported goods, a 25 
percent increase in the goods and services tax, and a resurgence of 
domestic demand. 


The external sector of the economy continued to perform well. Demand 
for basic exports, particularly meat and dairy products, and depressed 
demand for imports resulted in a record trade surplus which was nearly 
large enough to eliminate the chronic current account deficit. 
Increased domestic demand and a weakening of international commodity 
prices are expected to trim the trade surplus in 1990. 


The economy appears to have bottomed out in late 1988 and early 1989, 
and a mild recovery is slowly building. This recovery is based partly 


on improved rural incomes, particularly in the dairy and beef sectors, 
which are benefitting from high export prices and an easing of drought 
conditions on the South Island. The painful restructuring process of 
the past four years is beginning to show results, with nearly all 
industrial sectors more competitive and better able to take advantage 
of demand conditions. Political uncertainty, which nipped an earlier 
recovery, appears to have abated. As a result, business confidence 
has increased and investment in plant, machinery and transport 
equipment should expand over the next 12 months. The anticipated 
recovery, however, is not expected to make major inroads into the 
country’s unemployment situation in the coming year. Job creation 
still lags behind other economic indicators. 


U.S. sales to New Zealand should benefit from the economic upturn. 
Best sales prospects include computers, software, telecommunications 
equipment, tourism products and services, food processing and 
packaging equipment, forestry equipment, sporting goods, and security 
and safety equipment. Investment opportunities exist in chemicals, 
food preparation, finance, tourism, forest products, and franchising. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Difficult Year: The New Zealand economy experienced a difficult 
period in 1988/89. The recession which began in 1987 extended through 
1988 with domestic demand and investment falling in real terms. Signs 





of a fragile upturn in the last quarter of 1988 quickly evaporated in 
the face of political uncertainty when the Finance Minister and the 
Minister for State Owned Enterprises were replaced in December of that 
year. 


Real gross domestic product fell nearly 1 percent in the year ending 
March 31, 1989. The construction sector was the hardest hit by the 
recession; falling 11.5 percent over the year. Drought conditions in 
the South Island and lower stock numbers resulted in falls in lamb and 
wool production which contributed to a drop of over 1 percent in 
agricultural output during the year. Manufacturing declined by 3.3 
percent over the same period due largely to industry restructuring and 
a drop in meat processing. Small gains in other areas such as 
fabricated metals, chemicals, and pulp and paper products failed to 
offset the overall decline in manufacturing. 


Economic Upturn: Amid indications that the economy bottomed out in 
late 1988, a period of recovery, albeit modest, appears to be in the 
making. This recovery is largely being driven by improvements in New 
Zealand’s external sector and the positive effects from the past four 
years of economic restructuring. Rural incomes have improved due to 
better export returns, particularly for dairy products. Commodity 
prices for New Zealand’s basic exports have remained firmer than 
expected, and growth in farm and export incomes should lead to 
increased domestic activity. 


Both business and consumer confidence have improved as the rate of 
inflation and interest rates have fallen. The August resignation of 
David Lange as Prime Minister and the appointment of Geoffrey Palmer 
to that position has promised greater government stability with no 


significant change in the direction of a market-oriented economic 
policy. 


Real GDP growth should nudge back into positive figures for the year 
ending March 31, 1990 with real growth reaching nearly 3 percent by 
the end of FY 1990/1991. Current forecasts predict a slow recovery 


and that this recovery could easily carry on at a steady pace for the 
next several years. 


Prices: The government’s anti-inflation drive based on tight monetary 
policy has been quite successful. The annual inflation rate has 
tumbled from double digit figures in 1987 to a record low of 4 percent 
in March 1989. However in recent months, higher food costs resulting 
from strong world prices for dairy and meat products have marginally 
pushed the Consumer Price Index to 4.4 percent in June 1989. 


This rising trend is expected to continue for the remainder of the 
fiscal year in part due to an increase in the goods and services tax 
(GST) from 10 to 12.5 percent on July 1, 1989. Moreover, the 
depreciation of the New Zealand dollar since March 1989 and increases 
in world prices for non-oil commodities are also likely to add to 





consumer costs. In addition, the economic recovery should boost 
domestic demand conditions which have been subdued over the past 
several years. 


As a result the annual inflation rate is expected to reach the 7 
percent range by March 1990. However, the Consumer Price Index may 
again decline to an annual rate of around 4 percent by March 1991 as 
the effects of the GST increase works its way through the system. The 
government has targeted inflation to fall to 2 percent by 1992, but 
the monetary policy required to achieve this target could endanger the 
outlook for sustained economic growth. 


Investment: Total business investment declined about 2 percent in 
real terms for the year ending March 31, 1989. The real value of 
plant and machinery investment showed a substantial 8.2 percent 

increase as firms sought new technology, particularly in areas of 
computer equipment. This rise, however, was more than offset by a 


huge drop in commercial building and in transport equipment 
investment. 


The oversupply of New Zealand office space contributed to a 21 percent 
downturn in commercial building investment in 1988-89. This condition 
continues and is expected to result in further declines in commercial 
building activity over the coming year. On the other hand, the 
outlook for plant and machinery investment is for further expansion. 
Growing domestic demand, efficiency gains from restructuring, a lower 
real exchange rate, a further reduction in the budget deficit and 
lower interest rates are all factors which could promote positive 
investment decisions in the next 12 months. 


These factors will also have a positive influence on investment in 
transport equipment. Investment in transport equipment is set to rise 
over the next two years as Air New Zealand takes delivery of three new 
Boeing 747-400s during the period. 


Income and Consumption: Household real disposable income rose 1.1 
percent in FY 1988/89 in response to lower income taxes and lower 
inflation. Despite this boost to real disposable income, consumption 
fell during the same period. Real domestic demand dropped 1.4 percent 
and real consumption expenditure was down 0.8 percent in the year 
ending March 31, 1989. Consumers appear to have applied real income 
gains to debt reduction and savings. 


With falling consumption and rising incomes, the household savings 
ratio rose during FY 1988/89 following a continuous decline since 
1983. Higher precautionary savings in the face of economic 
uncertainty helped inspire a growth in the savings rate. A rise in 
real interest rates was also a factor in enticing funds out of the 
consumption category. 


As the economic and employment outlooks brighten, the savings ratio is 
expected to fall, and consumption should increase by about 1.7 percent 





in 1989/90. Real disposable incomes are expected to remain relatively 
flat over the same period due to lower salary and wages growth and 
increased inflation. An expected growth of farm incomes will partly 
offset the real decline in urban wages. 


Employment: Job creation continues to lag far behind job reductions 
in the New Zealand restructuring process. As a result, unemployment 
has grown to become the nation’s major political/economic issue. The 
March 1989 Household Labor Force Survey showed a decline of 63,000 in 
total employment with the unemployment rate increasing to 7.4 
percent. The June survey showed a further decline in employment, but 
lower worker participation allowed for only a marginal drop in the 
unemployment rate to 7.3 percent. 


As the economy recovers from recession, employment growth is expected 
to continue to lag behind other economic indicators. Given natural 
increases in the work force, declining net migration as employment 
prospects in Australia drop, and little change in labor demand over 
the coming year, unemployment will continue to be the country’s most 
serious economic problem through 1990/91. The unemployment rate is 
expected to rise to about 7.7 percent in March 1990 and then taper off 
over the remainder of the year. 


Agriculture: The agricultural sector can be described as at the 
"cutting edge" of New Zealand’s recovery. The farm sector which was 
hard hit by the economic restructuring process is now beginning to 
show results. The industry has become increasingly price responsive 
and is in a better position to take advantage of international demand. 


Dairy, sheep, beef and wool farm incomes are steadily recovering as 
prices for the main agricultural products show sustained improvement. 
The dairy industry has been leading the way; reflecting strong 
international prices for dairy products. Drought conditions appear to 
be easing in those areas which were the most seriously affected. The 
end result is a forecast for a 48 percent increase in net farm incomes 
over the year ending June 1990. It is anticipated that increases in 
net farm incomes will help pull the rest of the economy out of the 
doldrums. 


External Sector: New Zealand’s export sector has benefitted from high 
world commodity prices over the past two years. A healthy jump in 
export receipts can be largely attributed to the world commodity price 
boom with only moderate growth in export volume. Imports remained 
flat reflecting the ongoing recession during 1989/90. As a result, 
the country’s trade surplus on a balance-of-payments basis expanded 
from US$929 million in 1987/88 to US$1,991 million in 1988/89. 


In past years, invisibles have more than offset favorable trade 
balances, producing a chronic current account deficit. However, for 
FY 1988/89, the record trade balance was almost sufficient to match 
the invisibles deficit. According to revised figures, the current 
account deficit in the year ending March 31, 1989 narrowed to US$164 





million from $US1453 million the previous year, and preliminary 
statistics show a small current account surplus for the year as of 
June 30, 1989. 


The current positive current account surplus does not appear to be 
sustainable. The world commodity price boom may be easing, thus 
Signaling lower export values over the coming year. However, beef 
prices are expected to hold as U.S. markets expand and new beef 
markets open up in Japan and Korea. New Zealand is not however in a 
favorable position to take full advantage of this demand because 
destocking over the past five years has reduced cattle and sheep 
inventories. In addition, imports are expected to rise as the 
recovery begins to fuel domestic demand. This trend should trim the 
trade surplus in the 1989/90 period. As a result, the current account 
balance will move back into the more familiar deficit position. 


As of March 1989 New Zealand’s long-term foreign debt fell to 46 
percent of GDP, compared with 55 percent in 1988 and nearly 70 percent 
in March 1987. Despite this declining trend, the country’s external 
debt remains high and the government’s program to reduce the principle 
through asset sales appears to be stalled as these proceeds are 
applied to reduce domestic debt. Therefore, it is likely that New 
Zealand will continue to contend with high debt ratios and onerous 
servicing requirements in the foreseeable future. 


IMPLICATIONS FOR THE UNITED STATES 


U.S.- New Zealand Trade: Trade between the United States and New 
Zealand is remarkably balanced both in terms of trade and in terms of 
percentages of New Zealand imports and exports. According to New 
Zealand Government statistics, during the 1988/89 trade year ending 
June 30, 1989, New Zealand imported US$1.21 billion worth of goods 
from the United States and exported US$1.26 billion of products to the 
United States. These figures represented 13 and 16 percent shares of 
total New Zealand imports and exports respectively. 


The sale of several Boeing 747-400s planes along with other growing 
trade opportunities with New Zealand should push the trade balance in 
favor of the United States over the next two years. In terms of 
international rankings, the United States is the third largest 
supplier of New Zealand’s imports (after Australia and Japan) and the 
third most important market for New Zealand’s exports (after Japan and 
Australia). 


Investment Climate: New Zealand welcomes nearly all forms of private 
foreign investment, particularly investments that provides for new 
technology or managerial skills. The government permits up to 100 
percent equity ownership for foreign firms and allows full remittance 
of capital and profits. The country’s small domestic market is 
partially offset by an open access to the Australian market through 
the Australian-New Zealand Closer Economic Relations (CER) agreement. 





Many U.S. firms have found New Zealand an attractive base for 
profitable and secure investment. The American Chamber of Commerce in 
New Zealand estimates that U.S. investment in New Zealand totals at 
least US$800 million, and perhaps as much as US$1.1 billion. 

Petroleum refining and distribution and automobile assembly are the 
industries attracting the largest value of U.S. investment. Other 
important sectors are chemicals, food preparation, finance and 
insurance. Tourism and forest products also offer attractive 
opportunities for U.S. investors. 


Franchise, Licensing and Joint Venture Opportunities: There are at 
present only a handful of U.S. franchise operations in New Zealand. 
Increasing awareness of these operations and interest among 
entrepreneurs provide wide scope for U.S. franchise firms to expand in 
this country. The timing is excellent for U.S. businesspeople to take 
advantage of licensing and joint venture opportunities. The 
deregulation of trade, combined with the current slackening in the 
economy, has created excess capacity in many production plants, which 
could be utilized profitably for manufacturing U.S. products under 
license. If such business activities also lead to increased 
employment and to greater exports from New Zealand, then the 
investment will be even more welcome. 


Growth Sectors and U.S. Export Opportunities: The 40 percent 
appreciation of the Kiwi dollar against the U.S. dollar since 1985 
makes American goods and services increasingly competitive in New 
Zealand. The market-led, deregulated economy offers many 
opportunities for U.S. exporters and investors. Best sales prospects 
include computers, software, telecommunications equipment, tourism 
products and services, food processing and packaging equipment, 
forestry equipment, sporting goods, and security and safety equipment. 


Being an agricultural, pastoral, horticultural and maritime nation, 
New Zealand produces high-quality meat, wool, dairy products, fruit, 
and fish products. Efforts to increase productivity and efficiency 
have elevated interest in mechanizing and automating these sectors. 
In addition, food preparation and packaging equipment is in demand, 
particularly for use in the tourism-oriented hotel and restaurant 
trade. In 1988, tourism replaced meat exports as New Zealand’s 
leading foreign exchange earner. Thus, as the tourism sector 


strengthens, the industry offers attractive opportunities for U.S. 
investors as well. 


Another area with excellent export potential for both U.S. equipment 
suppliers and U.S. investors is the forestry industry, which is poised 
for a boom through the end of the century. This projection is 
principally based on a large domestic supply of radiata pine and a 
strong international demand for the product. A major industry 
conference, to be held in Rotorua, New Zealand in February 1990, will 
highlight the important growth trends in this industry. 





A high technology orientation in New Zealand can well serve U.S. 
equipment suppliers as opportunities continue in the computer, data 
communications, and telecommunications fields. Telecom Corporation, 
New Zealand’s national telecommunications provider, openly invites 
U.S. firms to tender for the supply of equipment ranging from novelty 
phones to electronic PBXs. 


Major Projects: Key areas which offer fertile ground for U.S. 
companies are petrochemical production, cargo-handling port 
facilities, airport construction programs, and air traffic control 
systems. Major project activity is expected to be strong as 
construction projects and tourism facilities are rushed to completion 
in support of the Commonwealth Games and New Zealand’s 
Sesquicentennial, both to be held in early 1990. 


U.S. firms are well-placed to take advantage of the increased level of 
competition arising from the economic reforms in New Zealand. 

American business people are encouraged to.explore these business 
opportunities in New Zealand’s market-led deregulated economy. 


The American Embassy in Wellington, and the Commercial Office at the 
Consulate General in Auckland, can provide further information and 
assistance. The first point of contact should be the U.S. Department 
of Commerce in Washington (New Zealand Desk Officer, 202-377-3647) or 
one of the Commerce district offices in major U.S. cities. 
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Export Opportunities in Europe 


This important new publication of the U.S. 
EC 1992: Department of Commerce’s International 
GROWTH MARKETS Trade Administration provides a wealth of 
tees invaluable information for U.S. firms inter- 
Export Opportunities in Europe ested in taking advantage of the expand- 
ing opportunities created by the EC’s 1992 
Internal Market Program. 


EC 1992: GROWTH MARKETS—Export 
Opportunities in Europe includes: 





U.S. DEPARTMENT OF COMMERCE 
International Trade Admuinistratior 


@ Asummary of the European Commu- 
nity’s 1992 Internal Market Program and 
its trade impact. 


@ Market analyses of EC and other West- 
ern European countries, including best 
prospects for U.S. exports. 


@ The market potential in Europe of a se- 
lected list of products. 


@ An appendix, a glossary, a bibliography, 
and lists of contacts in the United States 
and Europe for additional information. 
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